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SUMMARY 


During 1979, the Liberian economy remained stagnant. As in 1977 
and 1978, there was only moderate growth in real terms. The 

main reason for the stagnation continues to be the recession 

in the world steel industry which has kept prices of iron ore, 
Liberia's principal export, depressed. The economy and confidence 
in it was severely shaken by the rioting which occurred in Monrovia 
on April 14-15, 1979. These riots left roughly $40-60 million 

in property damages and raised questions about the Liberian 
Government's stability. There was a substantial flight of capital 
out of the country and imports fell off briefly. By the end 

of the year, these trends showed signs of reversing. Early 

1980 brought some expectations of renewed foreign investment 

and consequent economic growth. Then on April 12, 1980, a group 
of enlisted men of the Liberian army staged a coup, assassinated 
President Tolbert, and established the People's Redemption Council 
(PRC) which now governs Liberia. The coup shattered the confi- 
dence of the business community. Imports have fallen off by 
roughly 40 percent from 1979 levels, new investment decisions 

have been indefinitely postponed, and the Government has run 

into a severe liquidity squeeze. 


Since the launching of its first 4-year development plan in 

1976, the Liberian Government's budget deficits have been growing 
as the increase in expenditures exceeded projections. The FY 
1978-79 budget deficit was about $40 million. By June 30, 1979, 
the Government's direct external debt was $726 million, of which 
$367 million was disbursed and outstanding. However, much of 
Liberia's debt consists of concessional loans. The coup seriously 
compounded the difficulties in resolving the financial problems 
which Liberia already had by April 1980. The loss of confidence 
following the coup reduced the country's ability to borrow from 
commercial institutions for budget support and led to a decline 
in imports, which in turn caused a severe decline in customs 
revenues. At the same time, expenditures rose as the new Govern- 
ment fulfilled its promises to raise minimum wages of soldiers 
and government workers. By May, the Government had called on 

the International Monetary Fund (IMF) for advice and assistance. 
The result was the recommendation of a 2-year stabilization 
program which will allow Liberia access to $85 million in IMF 
funds over 2 years if the Government exercises sufficient fiscal 
restraint. The FY 1980-81 budget has a projected deficit of 

$75 million. 
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In 1979, Liberia's trade balance improved for the second straight 
year (exports of $537 million, imports of $507 million). The 
United States continued to enjoy a modest surplus in bilateral 
trade with Liberia ($13.9 million), with the U.S. market share 
continuing to hold first place, even though it declined to 23.7 
percent of total Liberian imports. 


The Government has publicly reassured the business community 

and potential investors that all agreements will be honored, 

all government obligations will be met, the U.S. dollar will 

be maintained as Liberia's currency, and the free market economy 
will be preserved. The Government has abided by these commitments 
and as long as it continues to do so, the level of economic 
activity should slowly begin to recover, opening up greater 

trade and investment opportunities for American firms. 


ECONOMIC PERFORMANCE 


Political instability has clouded the Liberian economic outlook 
Since the April 1979 riots in Monrovia. Two days of rioting 

left $40-60 million worth of damage to private property, mainly 
business establishments. As the Tolbert administration regained 
its self-confidence, it began to implement policy changes which 
tended to restore business confidence and the level of economic 
activity. A private study, commissioned by the Government in 
1978 to investigate the causes of and recommend how to overcome 
the long lull in foreign investment, was finally published in 

May 1979. The Government acted on some of the recommendations, 
the most significant of which was the establishment in 1979 

of the National Investment Commission (NIC). The Government 

also became more generous in granting financial incentives 

to investors. By early 1980, several companies already established 
in Liberia began implementing expansion plans and several new 
investment proposals were under serious negotiation. The April 
12, 1980, coup delivered a serious blow to business confidence. 
Investment plans were frozen or scrapped altogether. Without 

new private investment, there will be little real economic growth 
in 1980 or the foreseeable future. 


The iron ore industry continues to dominate Liberia's gross 
domestic product (GDP) and exports, making Liberia uncomfortably 
dependent on this one commodity. The continuing slump in the 
world steel industry has left the demand for and price of iron 
ore only slightly above 1978 levels. In 1979, iron ore accounted 
for only 54 percent of export revenues as opposed to 71 percent 
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in 1976, the last strong year for the steel industry. Receipts 
from iron ore are likely to remain low in 1980-81. Some of 

the mines are now in serious financial trouble and Liberian 
Government support may well be required to keep them operating 
through 1981. 


The world prices of Liberia's other major export commodities, 
natural rubber, timber, diamonds and coffee increased in value 

in 1979. Prices of rubber and diamonds should remain firm over 
the next year or two. Other commodity prices are too volatile 

to predict. During 1979, Liberia increased its production of 
rubber and coffee. The performance of these commodities, combined 
with some stiffening in the iron ore market led to some growth 

in the Liberian economy despite the April riots. 


During 1979, gross domestic product (excluding the subsistence 
sector) grew 0.8 percent at current market prices, from $744 
million to $750 million but by 2.2 percent in constant prices. 
With population at the end of 1979 estimated as 1.79 million, 
the per capita GDP would be about $419, down from $433 in 1978. 
It is doubtful there will be any significant real growth in 
GDP during 1980, although output of the critical iron ore and 
rubber industries has been somewhat above 1979 levels. 


Liberia has problems typical of non-oil producing developing 
nations. Constant migration from rural areas to the major urban 
center, Monrovia, both undermines the country's ability to feed 
itself and to produce export crops and creates high concentrations 
of disaffected unemployed. Unemployment in Monrovia is estimated 
to be between 40 and 60 percent of working age men and women. 
This discontent showed itself in the April 1979 riots and again 
in April 1980 as popular support for the People's Redemption 
Council. The early post-coup pronouncements of the PRC which 
promised more jobs, lower prices, and higher wages tended to 
raise popular expectations. During the next several months, 

the Government will have to identify resources to begin meeting 
these higher expectations. The Government is coming to realize 
the important, perhaps crucial, role the business community 

and foreign investment have to play in ensuring stability. 


GOVERNMENT FINANCE 


Between the mid-1960's and 1976, the Liberian Government had 
exercised prudent fiscal management. Then in 1976, the Govern- 
ment launched the country's first 4-year development program 
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and agreed to host the Organization of African Unity (OAU) Con- 
ference in 1979. Both undertakings were made with the idea 

of financing them almost exclusively from domestic revenues, 
grants, and concessional term loans. Two things went wrong. 

In 1977, the world price of iron ore declined drastically. Then 
the cost of the development projects and OAU preparations was 
allowed to rise $175 million over budget. Despite continually 
increasing domestic revenues, this source was able to cover 
only a small amount of nonrecurrent expenditures. Thus, the 
Government had to make short-term commercial borrowings which 
continue to have a significant impact on Liberia's debt service 
burden. 


The FY 1979-80 (July 1, 1979 to June 30, 1980) budget included 
expenditures of $315 million and projected revenues of $252 
Million. The FY 1980-81 budget was designed to comply with 
International Monetary Fund guidelines which limited the deficit 
to $75 million, a limit which has been revised to $101 million. 
Projected expenditures are $347 million and domestic revenues 
and grants are $246 million. On September 1, 1980, the Government 
imposed new revenue measures, including import duty surcharges 
of up to 25 percent on all nonessential items, increased income 
tax rates, and special taxes on hotel rooms and airline tickets. 
These measures were implemented as part of a 2-year standby 
arrangement with the IMF. If the Government adheres to the 
guidelines, it could receive up to $85 million from the Fund 
Over the next 2 years. Additional domestic resources will be 
raised through a compulsory savings bond program to be imple- 
mented the first half of 1981. Expenditure control is also 
required. The Government has requested the Fund to appoint 

a resident representative to advise the Government on compliance 
with the IMF agreement. Cooperation with the IMF should also 
help restore international confidence in Liberia and encourage 
commercial banks and investors to take a more active role. 


DEVELOPMENT PROGRAM 


Liberia's first 4-year development plan ended in June 1980. 

During this period, Liberia expended about $630 million on develop- 
ment projects of which an estimated $100 million was spent on 
preparations for the 1979 OAU Conference. Prior to the coup, 

the Government had planned on launching another $500 million, 
4-year development plan that would have focused more than the 
previous plan on expanding agricultural production and improving 
the quality of life in the rural areas. The PRC Government 
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decided to postpone the start of the next 4-year plan until FY 
1981-82 in order to allow for thorough evaluation of the benefits 
derived from the first plan. In order to maintain development 
momentum and keep already authorized foreign assistance, the 
Government incorporated a $126 million l-year interim development 
plan into the FY 1980-81 budget. Only ongoing projects, projects 
with short gestation periods, and high employment generating 
projects were included. Roughly $23 million was contributed 
toward development in Liberia by the U.S. Government in its 

1980 Fiscal Year. West Germany is the next largest aid donor. 

It will disburse about $23 million in Liberia over the next 

2 years. The European Community is planning a substantial 
assistance program as well. 


FOREIGN DEBT 


As of March 31, 1979, the Liberian Government had contracted 
$626 million in direct foreign debt, of which $304 million had 
been disbursed and was outstanding. As of June 30, 1979, the 
direct foreign debt had grown to $726 million, of which roughly 
$367 million had been disbursed and was outstanding. For FY 
1978-79, the Government's debt service ratio was roughly 22 
percent of government revenues. The Government has budgeted 
$42 million for debt servicing in FY 1980-81 which is only 17 
percent of projected government revenues. In addition, as of 
mid-1980, the Government had $90 million in guaranteed debt. 


In the past, Liberia has been successful in attracting low- 
interest, long-term loans. Of the $367 million disbursed and 
outstanding in mid-1979, only $131 million or 36 percent had 
been borrowed from private financial institutions or represented 
suppliers credits. 


Because of the percentage of "soft" loans in its portfolio, 
overall term structure of Liberia's debt remains relatively 
favorable, but a relatively large portion of the debt service 
comes due over the next few years. For this reason, and because 
of its current liquidity crisis, the Government of Liberia has 
asked for a general debt rescheduling under the auspices of 

the Paris Club, which has been successfully concluded. 


FOREIGN TRADE AND PAYMENTS 


Liberia rebounded in 1978 from its $16 million trade deficit 
of 1977, Liberia's first in 26 years, which was caused by 
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the sudden drop in iron ore prices and a substantial increase 

in the cost of oil and food imports. Despite continuing weakness 
of iron ore prices, Liberia showed a $6 million trade surplus 

in 1978 and a $30 million trade surplus in 1979. Considering 

the significant post-coup drop in imports (40 percent during 

the first 3 months after the coup) and the fairly stable level 

of exports, Liberia should maintain a trade surplus again in 
1980. 


In 1979, exports totaled $536.6 million, while imports totaled 
$506.5 million. Iron ore accounted for $290 million of exports 
(54 percent), up significantly from the 1979 level of $274 million. 
The value of natural rubber exports also increased substantially 
from $69.2 million in 1978 to $87.8 million in 1979. The value 
of other major exports also increased slightly. The uncertainty 
following the coup and the recently imposed import duty sur- 
charges will help keep demand for imports in check during the 
remainder of 1980. In quantity terms, 1980 exports will probably 
Slightly exceed 1979 levels for most commodities. No dramatic 
price increases are anticipated for Liberia's exports. World 
demand for iron and timber remains weak and prospects for coffee 
and cocoa are not much brighter. If Liberia can maintain 1979 
production levels throughout 1980, export earnings should remain 
near the 1979 level. 


Data on the balance of payments are incomplete; the use of the 
United States dollar for domestic as well as international trans- 
actions and the absence of controls on foreign exchange trans- 
action makes it unusually difficult to record accurate inter- 
national accounts. In general, Liberia traditionally runs a 
substantial deficit on nongoods items in the current account. 
Given the absence of new investment, the private capital account 
has also been negative, and despite substantial receipts of 
official capital, the overall balance of payments has been negative. 
At present, official reserves are to all practical purposes 

nil, while capital flight since the events of April 1979 and 
April 1980 has led to a significant decline in currency in cir- 
culation in the economy. 


FOREIGN INVESTMENT 


Despite the unsettling effect of the April riots, there was 
some promise of new foreign investment during 1979. Following 
the successful Tubman era "Open Door" policy toward foreign 
investors, the Tolbert administration acted to increase the 
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financial and development benefit Liberia derived from foreign 
investments. This policy led to a period (mid-1970's) of signif- 
icant disinvestment. Following the April 1979 riots, the Govern- 
ment became more generous with investors in an effort to speed 
economic growth and create jobs for the urban unemployed in 

the hope of defusing popular discontent. 


In May 1979, the Government released the report of the private 
commission which had been formed the year before to determine 
why investors were shying away from Liberia. The report suggested 
granting greater tax concessions for businesses; eliminating 
bureaucratic interférence in business operations; and relaxing 
or eliminating government controls on work, residency, and exit 
permits for expatriates. The National Investment Commission was 
established in September 1979 to pursue these recommendations, 
and to facilitate new investments. Given financial incentives, 
the major companies already in the country were the first to 
initiate expansion plans. By early 1980, new investors began 
serious negotiations for construction of a steel mill, a new 

oil refinery, and several tree crop plantations. 


These negotiations were suspended following the April coup. 
Established foreign businesses and new investors alike have 
adopted a "wait and see" attitude. They are concerned about 

the stability of the new Government and its ability to protect 
their legitimate interests and to discipline the work force 
which is now expecting monetary benefits from the revolution. 

The Government's increased emphasis on the training of Liberians, 
known as "Liberianization," should not be a deterrent to investors 
as long as sufficient expatriate personnel can be brought in 

to run the business effectively and do the necessary training. 

As the Government demonstrates.a willingness and ability to 
respond to the needs of investors, the investment climate should 
improve. 


Despite the Government's liquidity problems, Liberia has maintained 
the U.S. dollar as its currency and has not instituted any foreign 
exchange or profit repatriation controls. While this makes 

Liberia attractive to investors, the small size of the Liberian 
market has tended to discourage investment in manufacturing 
enterprises. However, Liberia is now in the feasibility-study 
stage of a massive hydroelectric project on the St. Paul River. 

By completion of the first phase of this project, scheduled 

for 1985, Liberia will have cheap and abundant energy which 

should make investments in manufacturing much more attractive. 
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Liberia is a member of the Economic Community of West African 
States (ECOWAS) and the Mano River Union, which offer wider 
market opportunities for Liberian products. 


IMPLICATIONS FOR THE UNITED STATES 


The post-coup crisis of confidence and the resultant decline 

in the level of economic activity will continue for some time 

to negatively affect both the level of U.S. exports to Liberia 
and the possibilities for U.S. investment here. The reversal 

of this trend will depend for the most part on maintenance of 
political stability, movement toward a restoration of civilian 
government and due process, and success in restoring liquidity 

to the Government and the local banking system. Eventually, 
Liberia could become even more attractive for investors. Existing 
American investments in Liberia have generally fared well through 
the unsettled post-coup period; despite some cases of harassment 
of firms, problems are gradually being resolved. 


In 1979, the United States was again Liberia's largest trading 
partner and again enjoyed a modest trade surplus. The United 
States is a major market for Liberian natural rubber and shrimp. 
Iron ore, coffee, and cocoa are also imported from Liberia. 


Western Europe is the major importer of Liberia's timber and 

iron ore. American exports to Liberia continue to be dominated 

by air conditioning equipment, basic agricultural machinery, 
agricultural chemicals, motor vehicles used in the mining industry, 
rice, and consumer goods. 


For the fourth consecutive year, the United States' market share 
declined. U.S. exports of $120 million accounted for 23.7 per- 
cent of Liberia's imports in 1979. In 1978, U.S. exports accounted 
for 24.8 percent of Liberia's imports. It is difficult to predict 
whether the United States will be able to improve or even maintain 
such a market share. Increased levels of U.S. development assist- 
ance to Liberia in FY 1981 will generate additional U.S. exports 
to Liberia. However, given the. post-coup decline in the number 

of consumers in Liberia with comfortable amounts of discretionary 
income, merchants are now phasing out slow moving and relatively 
expensive items and replacing them with cheaper and generally 
lower quality items. The recently imposed import tax surcharges 
may also depress the overall level of imports. A new progressive 
tax on automobiles depending on engine size will almost certainly 
accelerate the trend toward purchase of small Japanese cars. 
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On the brighter side, one U.S. firm is now conducting a feasibility 
study for a several hundred million dollar hydroelectric project 
for Liberia's St. Paul River. The study will be completed in 
early 1981, and provided financing can be arranged, construction 
should begin immediately thereafter. U.S. companies should 

be able to secure a large share of this project. When the first 
stage of the project is completed in 1985 (estimated), Liberia's 
electricity requirements could be supplied completely by hydro- 
electric power. This relatively cheap energy could become an 
important factor in the attracting of new investments in manu- 
facturing enterprises to Liberia despite the country's relatively 
small market. 


The World Bank has approved a loan for a seismic survey of potential 
offshore oil deposits which may lead to additional exploratory 
activity in the area. Other potential areas for investment 

include tree crops and possible additional minerals deposits. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/394 
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